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TAGS: ENRG, IR 
SUBJECT: OIL PRICES 

1. WE BELIEVE THAT IT IS TIMELY TO RENEW DIALOGUE WITH IRAN 
ON OIL PRICE ISSUE AND THAT THE GOI DECISION TO APPLY THE 
TWO PERCENT ROYALTY INCREASE PROVIDES AN OPPORTUNITY TO DO 
SO. WE DO NOT FEEL, HOWEVER. THAT ENTERING INTO DEBATE ON 
RATIONALE IRAN AND OTHER OPEC MEMBERS USE TO JUSTIFY PRICE 
RISE WOULD BE PROFITABLE. WE ARE CONVINCED THAT HIGH COST 
OF OIL IS RESPONSIBLE FOR CONSIDERABLY MORE THAN THE ONE 
PERCENT OF THE INFLATION RATE WHICH OPEC HAS AVERRED; 2-3 
PERCENT IS PROBABLY MORE ACCURATE AND THUS REPRESENTS 
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SIGNIFICANT PORTION OF TOTAL INFLATION RATE. ALSO, COM 
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PARING RATES OF PRICE INCREASES OF OIL AND SELECTED 
COMMODITIES IS STATISTICALLY FALLACIOUS. MORE PERTINENT 
WOULD BE A COMPARISON OF COMPLEX PRICE INDICES OF TOTAL 
IMPORTS VERSUS EXPORTS OF OIL PRODUCERS. HOWEVER, WE 
RECOGNIZE THAT AT THIS TIME EMPHASIS ON SUCH MATTERS, IN 
WHICH EACH SIDE HAS ITS SET OF STATISTICS, WOULD BOG DOWN 
DIALOGUE. THEREFORE, WE WISH TO TURN DISCUSSION TO BROADER 
ECONOMIC AND POLITICAL CONSEQUENCES THREATENING ECONOMY OF 
WORLD AND ESPECIALLY OF WEST WITH WHOSE PROSPERITY AND 
SECURITY IRAN’S FORTUNES SO CLOSELY TIED. 

2. YOU ARE REQUESTED, THEREFORE, TO SEEK OPPORTVNITY TO 
DISCUSS WITH APPROPRIATE SENIOR OFFICIAL THE OIL-RELATED 
ECONOMIC PROBLEMS NOW FACING THE INDUSTRIALIZED WORLD. 

IF YOU TALK WITH AMOUZEGAR YOU COULD NOTE OUR APPRECIATION 
FOR HIS FRANK COMMENTS ON QUITO MEETING. THE OECD FORE- 
CASTS FOLLOWING B/P DEFICITS IN 1974: FRANCE DOLS 6.5 
BILLION, ITALY DOLS 7.5 BILLION, JAPAN DOLS 7.5 BILLION, 

UK DOLS 1 1 BILLION, AND PREDICTS SIMILAR THOUGH SMALLER 
DEFICIT RATE IN THE FIRST HALF OF 1975. THESE DEFICITS 
ARE LARGELY A FUNCTION OF 1973 OIL PRICE RISES. IN MOST 
OECD COUNTRIES GROWTH RATES IN 1974 HAVE DROPPED SHARPLY 
WITH THE OECD AVERAGE GROWTH RATE IN 1974 FORECAST AT ONLY 
0.5 PERCENT. IN SEVERAL CASES 1974 GROWTH RATE LIKELY TO 
BE ZERO OR NEGATIVE. IMPROVEMENT IS FORECAST FOR 1975 BUT 
GROWTH RATES WILL STILL BE LOWER THAN NORMAL. AGAIN, OIL 
PRICES, AS WELL AS UNCERTAINTIES ABOUT OIL SUPPLY, HAVE 
BEEN MAJOR CONTRIBUTORS TO THIS CHANGE IN PATTERN. 

3. A MAJOR EFFECT OF THE LARGE 1973 OIL PRICE RISES HAS 
BEEN AND WILL CONTINUE TO BE A DRAINING OF CAPITAL 
RESOURCES FROM THE INDUSTRIALIZED COUNTRIES OF THE NON- 
COMMUNIST WORLD AND INTO THE ACCOUNTS OF OIL PRODUCERS. 
CAPITAL HAS THUS BEEN DIVERTED FROM TRADITIONAL INVESTMENT 
CHANNELS; CONTROL OVER FUNDS NOW RESIDES IN HANDS THAT IN 
THE MAIN DO NOT HAVE THE RESOURCES TO USE THEM FULLY. 

SOME PRODUCERS SUCH AS IRAN ARE BEING HELPFUL IN RECYCLING 
THEIR OIL INCOMES INTO THE WORLD ECONOMY, BUT VAST AMOUNTS 
OF CAPITAL FORMERLY AVAILABLE FOR INVESTMENT AND GROWTH 
THROUGHOUT THE WORLD REMAIN UNAVAILABLE. 
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4. IN SOME WAYS MORE WORRISOME THAN THE ECONOMIC PROBLEMS 
GROWING OUT OF OIL PRICE INCREASES ARE THE RELATED 
POLITICAL PROBLEMS. ITALY IS A CASE IN POINT, WHERE ECON 
OMIC PROBLEMS POSE THE STRONGEST DANGER TO DEMO- 
CRATIC GOVERNMENT IN SOME TWENTY YEARS WITH ALL IT COULD 
IMPLY FOR NATO AND THE COMMON MARKET. THE SHOCK OF THE 
OIL PRICE RISES AND THE ATTENDANT BALANCE OF PAYMENTS 
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DEFICIT HAVE BEEN MAJOR CONTRIBUTORS TO THE POLITICAL 
DETERIORATION IN ITALY. 

5. WE DO NOT DESIRE TO ENTER INTO DEBATE WITH IRAN OVER 
THE RIGHTS OR WRONGS OF THE OIL PRICE RISES OR OVER NEED 
FOR ADJUSTMENTS IN WORLD ECONOMIC PATTERNS TO TAKE BETTER 
ACCOUNT OF THE NEEDS OF DEVELOPING COUNTRIES - WHETHER OIL 
PRODUCERS OR NOT. FACT REMAINS, HOWEVER, THAT WORLD 
ECONOMY IS INTERDEPENDENT. THE SHAH HAS HIMSELF REFERRED 
TO THAT INTERDEPENDENCE AND SPECIFICALLY TO THE VITAL 
IMPORTANCE TO IRAN OF A STABLE WESTERN EUROPE AND TO THE 
INSEPARABILITY OF EUROPEAN REGIONAL SECURITY FROM THAT OF 
IRAN'S OWN PART OF THE WORLD. WE ARE SURE THAT IRAN UNDER- 
STANDS THAT NEITHER IT NOR ITS FRIENDS COULD PROFIT FROM 
SUSTAINED ECONOMIC OR POLITICAL WEAKENING OF WESTERN 
COUNTRIES - NOR, FOR THAT MATTER, OF THE LESS DEVELOPED 
COUNTRIES. 

6. WE BELIEVE THAT WAYS MUST BE FOUND FOR THE WESTERN AND 
WORLD ECONOMIES TO RECOVER FROM THE BLOW OF THE 1973-4 
PRICE RISES. WE DO NOT WISH TO ARGUE THAT OIL PRICES 
SHOULD NOT HAVE RISEN AT ALL IN FACE OF INCREASES IN PRICES 
OF VARIOUS OTHER GOODS AND COMMODITIES IN INTERNATIONAL 
TRADE. HOWEVER, ENORMOUS INCREASE OF OIL PRICES IN SHORT 
TIME SPAN BASED IN LARGE PART IN ARTIFICIAL MARKET CON- 
DITIONS CONNECTED WITH ARAB OIL EMBARGO HAS CREATED SEVERE 
DISEQUILIBRIUM. TIME IS NEEDED TO MAKE THE FUNDAMENTAL 
ADJUSTMENTS NECESSARY TO DEAL WITH INCREASED OIL PRICE 
LEVELS. WE BELIEVE THAT MAJOR OIL PRODUCERS HAVE A 
RESPONSIBILITY TO ENSURE ADEQUATE SUPPLIES FOR CONSUMER 
REQUIREMENTS, AT PRICES WHICH BEAR REASONABLE RELATIONSHIP 
TO ECONOMIC MARKET VALUE AND WHICH AT SAME TIME PROVIDE 
REASONABLE RETURN TO PRODUCERS. THE ALTERNATIVE CAN BE 
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DISASTER, WHICH EVENTUALLY COULD ENGULF BOTH PRODUCERS AND 
CONSUMERS. 

7. THIS IS A MATTER WHICH COMPELS MOST CAREFUL ATTENTION 
BY BOTH IRAN AND UNITED STATES. THE INCREASING BREADTH 

AND PROFOUNDNESS OF OUR COMMON INTERESTS AND OUR COLLABOR- 
ATION, AND ESPECIALLY WARM RELATIONS BETWEEN OUR COUNTRIES, 
PROVIDE THE FRAMEWORK FOR OUR FRANK CONSIDERATION OF THIS 
SUBJECT. 

8. THE US RESPECTS THE MOTIVATION AND INTENTIONS OF THE 
IRANIAN GOVT. IN THE MATTER OF OIL PRICING POLICY. WE 
UNDERSTAND VARIOUS OF THE FACTORS WHICH HAVE ENTERED INTO 
IRAN'S FORMULATION OF POLICY ON THIS SUBJECT. WE ARE ALSO 
WELL AWARE OF GOI'S PROPOSALS AND ACTIONS TO HELP ALLEVIATE 
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FINANCIAL BURDEN ON SOME LESS-DEVELOPED CONSUMERS THROUGH 
CONCESSIONAL FUNDING. WE REMAIN, HOWEVER, DEEPLY CONCERNED 
OVER THE CUMULATIVE BURDEN OF PRICE HIKES OVER THE PAST 
YEAR AND OVER THE LATEST INDICATION - THROUGH IRAN'S 
DECISION TO IMPLEMENT THE TWO PERCENT ROYALTY TAX INCREASE 
APPROVED IN QUITO - THAT THE BURDEN IS BEING INCREASED 
RATHER THAN LIGHTENED. 

9. WE WOULD WELCOME GOI COMMENT AND OPPORTUNITY TO DISCUSS 
THESE MATTERS IN GREATER DETAIL, IN SPIRIT OF CLOSE FRIEND- 
SHIP WHICH MARKS OUR RELATIONS. 

10. AMBASSADOR HELMS HAS BEEN INFORMED OF ABOVE AND HE 
WILL DRAW UPON THIS TELEGRAM AS APPROPRIATE IN HIS CON- 
VERSATIONS WITH GOI AFTER HIS RETURN TO TEHRAN. KISSINGER 
UNQUOTE 

KISSINGER 
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